Appendix D: Appropriations Committee 3-Year Budget
Projection — FY 2011 to FY 21013

In recent years a projection of Town revenues and expenses for the next few fiscal years has been included
as an appendix in the report of this committee to the annual town meeting. A projection can help us
understand the challenges that Lexington will face if; e.g., revenues do not grow as fast as the expenses for
“same service” budgets. The projections are also an opportunity to obtain a better quantitative
understanding of known trends and cost drivers.

For most of those exercises, we showed the results of calculations based on a single set assumption that we
tried to define in the narrative or elsewhere. Last year we also provided an accessory table to provide |
information on the effects of changes to a small number of selected line items. We emphasize that the
process of making revenue and expense projections differs in an essential manner from trying to build
budgets that must be balanced. In the latter process, one errs on the side of caution to help avoid ending up
in a deficit at the end of a fiscal year, or even worse, having to lay off employees in the middle of a fiscal
year. In the projection process, one simply makes best guesses about future revenue and expense changes
regardless of whether they lead to surpluses or deficits. In no case are these assumptions meant to represent
targets or goals. They also do not account for the adoption of new programs or the ending of old programs.

While the process of deﬁning our baseline set of assumptions always involves judgment, this year we find
* that the current global financial crisis and major recession has made it much more difficult. Indeed, we
don’t know how deep the recession will be, how long it will last, how fast the recovery will be, what its
effects on state and town revenues will be, what interest rates will be and how they will change, how the
prices of goods and services will change, how the depressed job.market will affect wages and salaries, etc.
It should therefore be no surprise that in this environment we have had trouble not only agreeing with each
other on a baseline set of assumptions, but even in coming to individual opinions on what might be

reasonable guesses.

While the rational response to such a situation might be to give up, instead we present here the results of an
exercise that gives some idea of the uncertainties. Thus, two scenarios are presented that show how two sets
of reasonable people arrive at different projections and how small differences in assumptions can change
the bottom line. Scenario 1 is a just a bit more optimistic than Scenario 2. The key assumptions for each of
the two scenarios are given in Table A-1 in terms of either dollar values for the line items or percentage
increases from the previous fiscal year. Dollar values that correspond to these percentages may be found in
Tables A-2 and A-3 where the projection results are given (except for health insurance for which we give
both percentage increases and dollar amounts in Table A-1).

We have only done rather limited investigations to establish the plausibility of the assumptions in Table A-
1, but the fact that two independent groups (both were within the A. C.) came up with similar values tends
to justify them as best guesses. Clearly, these assumptions are uncertain and do not cover the full range of
uncertainty in each area. Since they are formulated to reflect a range of probable cases, these two scenatios
should not be seen as a best case/worst case dichotomy.

In regard to the revenue assumptions listed in Table A-1, the amounts assumed for new growth in Scenario
1 start with the amount assumed for the FY2010 recommended budget, i.e., $1,900K, while the amounts
assumed for new growth in Scenario 2 start with a five-year average of $1,997K. For both scenarios, we
then add in the amounts, net of the tax increment financing (TIF) agreement, anticipated from the
development of buildings at Lexington Technology Park for Shire Pharmaceuticals. Both scenarios assume
that there will be additional reductions in State aid and local receipts beyond those assumed in the
recommended FY2010 budget, although by different amounts. The two scenarios assume identical
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reductions in available funds. Here, the available funds line includes free cash as well as amounts in the

Parking Fund, the Cemetery Fund, etc.

Table A-1: Numeric Assumptions for Scenarios 1 and 2

FY2011

Category Scenario | FY2010 FY2012 FY2013
" New growth 1] $1,900K $2,714K $2,020K $2,096K
2| $1,900K $2,614K $1,920K $1,996K
State aid 1] $9,059K $8,923K . $8,789K $8,833K
2] $9,059K $8,606K $8,176K $8,176K
Local receipts 1] $9,770K $9,623K $9,623K $9,816K
2| $9,770K $9,526K $9,288K $9,334K
Available Funds 1] $6,054K. $4,650K $4,150K $4,150K
2] $6,054K $4,650K $4,150K $4,150K
School 1] $55,927K 3.25% 3.25% 3.25%
Compensation 2 | $55,927K 3.25% 3.25% 3.25%
Out of district SPED 1] $6,529K 15% 15% 15%
Costs 2| $6,529K 15% 15% 15%
Municipal 1]$18,877K 3% 3% 3%
Compensation 2| $18,877K 3% 3% 3%
Health insurance 1]%$20,987K | 8%, $22,662K | 8%, $24,479K | 8%, $26,437K
2] $20,987K | 10%, $23,085K | 10%, $25,394K | 10%, $27,934K

Note to Table A-1:
a) A percentage reflects the change from the preceding fiscal year.

" b) The column “FY2010” is here for reference. It gives the base values to which the percentage increases
in FY2011 are applied.

For neither scenario have we assumed that there will be any revenue increases from local taxation of
telephone equipment or from any form of increase in the meals or hotel/motel taxes.

In regard to expenses, both scenarios assume identical increases in school compensation, out of district
SPED costs, and municipal compensation. The compensation increases are intended to include the net
effects of step increases, step decreases due to retirements, and cost of living adjustments (COLAs). The
numbers chosen represent increases wherein the COLAs are positive, and fall into a range of 1% to 2%.
The two scenarios make somewhat different assumptions about the future escalation of health care costs.

Changes to the expense assumptions would, of course, lead to changes in the bottom lines of the different
fiscal years. The following list gives approximate differences in expenses (up or down) that the described
changes would make if they were to take effect in FY2011. The effect of the changes would be slightly
larger for the first year if it is later than FY2011 and would accumulate over later years.
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* 1% change in school compensation - $560K

* 5% change in out-of-district SPED expenses - $326K
* 1% change in municipal compensation - $189K

* 2% change in health insurance costs - $420K

Tables A-2 and A-3 show actual, appropriated, budgeted, and projected amounts for revenues and expenses
for FY2008 through FY2013 for Scenarios 1 and 2, respectively. While we have provided actual,
appropriated, and budgeted amounts for all sectors we have not projected revenues and expenses for budget
lines that have direct offsets, i.e., exempt debt, enterprise fund direct expenses, and grants and revolving
funds, as they do not affect the bottom line of the General Fund.

The bottom lines for FY2011 in the two scenarios are deficits of about $2,900,000 and $3,800,000. We
guess that the actual range of uncertainty of these numbers considering the universe of possible factors is

- very roughly three to four times as large as the difference between the figures for the two scenarios, or
roughly $3M. Thus, the results suggest that while the fiscal picture in Lexington at the time of the
formulation of the FY2011 budget could be anywhere between a level-services break-even situation and a
very substantial deficit condition, the best guess is that we will face a moderate to good-size deficit.

The results in Tables A-2 and A-3 show projected deficits that grow larger with time. The growth is faster
in Scenario 2 than in Scenario 1 by about $1M per year. Because the Town is required to have a balanced
budget, and in reality deficits are not allowed, the projected deficit for each future year can be interpreted
as the cumulative level of budget cuts or new sources of revenue that will be required.

3-Year Budget Projections
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